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Thefollowing problemswer e discovered asaresult of an audit conducted by our officeof theFrancis
Howell School District, St . Charles, Missouri.

During the two years ended June 30, 1999, the district received and spent over $6 million in basic
stateaid towhich it wasnot entitled. Thiswascaused by an error inthereporting of thedistrict’ saverage
daily attendance data to the Department of Elementary and Secondary Education and an entitlement
calculation error.

Thedistrict’ s attendance system recordsfull-day attendance for kindergarten students. Becausekindergarten
students attend only one-half of each day, the district must divide the recorded attendance hours for
kindergarten students in half before calculating the average daily attendance and reporting it to the
Department of Elementary and Secondary Education. For the 1997-98 school year, the district failed to
divide the kindergarten attendance hoursin half.

Thedistrict doesnot havewritten policiesand procedur esgover ning thereporting of attendancedata
to the Department of Elementary and Secondary Education. Written policies and procedures are
necessary to outline district employees’ responsibilitiesin the attendance reporting and the review process.
Without following a specific process, the district cannot ensure all steps are taken to ensure the accuracy of
information reported to the Department of Elementary and Secondary Education. This concern was also
noted by the district’ s independent auditors in the 1998-1999 audit report.

The district did not take adequate procedures to correct the attendance reporting errors when
detected in October 1998. As a result, the district continued to be over paid by the Department of
Elementary and Secondary Education until the adjustment was madein June 1999. Thedistrict did
not adequately estimate the effects of the 1997-98 error and the 1998-99 overestimate of eligible pupilsand
make the necessary budget adjustments. This situation was a contributing factor in the district becoming
“Financially Stressed” for the year ended June 30, 1999.

Duringthelast five years, the district has experienced significant growth in the revenues and expenditures of
the operating funds. Despite the growth in district revenues, the district has spent more than it
received during three out of the last five years.

Controls over expenditures are lacking or inadequate. Bidding procedures were not always followed,
payments were made without the required purchase orders or vendor invoices, and some expenditures
appeared excessive or unnecessary for district operations.

In July 1998, the district approved an administrative salary schedul e covering the two yearsending June 30,
2000. Administrators were given significant pay increases and ten additional administrators were hired,
resulting in an increase in administrator salary expense of approximately $899,000 during the year ended
June 30, 1999. For theyear ending June 30, 2000, pay increaseswere provided through the salary schedule
and although the district reduced the number of administrators by four, thiswill result in anet increasein
administrator salary expense of approximately $236,000.

The district has implemented some budget reductions for the year ending June 30, 2000. This budget
includes proj ected operating revenues and expenditures of approximately $113.6 million each. With these
projections, the estimated oper ating funds balance will continue to be approximately 1.7 per cent of
expendituresand thedistrict will continueto bedesignated “ Financially Stressed” for theyear ending
June 30, 2000.
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Asnoted in the “Review of 1999 Property Tax Rates’ issued by the Missouri State Auditor on December 29, 1999, the
1999 property tax rate levied by the district for operating funds exceeded the tax rate ceiling by three cents per $100in
assessed valuation. The district levied a property tax rate of $3.95 for operating funds, although the tax rate
ceiling certified by the State Auditor wasonly $3.92. Based on the 1999 assessed valuation of $1,178,417,048, the
district will receive approximately $354,000 mor e than legally permissible. Our office recommends the School
Board not levy amounts in excess of the ceiling and reduce future leviesto reflect this overcharge.

The district does not have a policy prohibiting the acceptance of gifts and gratuities from district vendors. During
1998 and 1999, district employeesand board member sreceived per sonal benefitsfrom thedistrict’sconstruction
management firm totaling $1,272. Thisincluded golf tournament registration fees and adinner for board members.
During these years, the district conducted two selection processes for construction management services in which this
firm was selected on both occasions. The acceptance of gifts from this firm could give an appearance of a conflict of
interest or lack of independence of board members and district administrators.

Thedistrict’sstudent transportation vendor paid $1,013for lodging for the board President and former Finance
Director to attend a customer forum conferencein Miami, Florida. The conference was held on a Friday, and the
lodging included attendance at a Professional Golfers Association (PGA) tournament sponsored by the vendor. An
appearance of a conflict of interest could harm public confidencein the board and reduce the board’ s effectiveness.
A policy prohibiting these types of situations should be devel oped.

The school board provided the former Superintendent with a $42,000 cash advance upon signing a 31 month
contract which began February 1, 1996. Under the terms of the contract, the former Superintendent would pay back
the advance through payroll deductions of $7,000 per year over asix year period. Semi-monthly payroll deductions of
$292 began in July 1996. The board should consider increasing the payroll deductions to ensure the advance is paid
back in the time period noted in the separation agreement. Inthefuture, the board should refrain from entering into such
agreements.

During the year ended June 30, 1999, the district had four accounts with acredit card company. Two of these accounts
werein the district’s name, while the other two accounts were in the name of the former Superintendent and the former
Finance Director. Employees could use the two district accounts for various expenditures such as travel expenses,
registrations, and supplies. Some informal proceduresreéating to the credit card accounts wer e developed. Our
review of credit card payments noted the following concerns:
* Therewereat least 118 chargestotaling $19,941 made to the credit card accounts which were not supported by
receipts or credit card slips.
*  The statement and related receipts for one payment of $5,457 to a credit card account could not be located.
»  Purchase orders were not prepared for purchases on the credit card accounts.
»  The purpose of the expenditure was not documented for numerous charges to the credit card accounts. Asa
result, the propriety of the expenditure could not be determined.

The district does not have a formal written policy for the usage of cellular telephones and pagers. During the year
ended June 30, 1999 the district incurred costs of approximately $55,000 for monthly services and equipment
pur chasesfor 74 cellular phonesand 66 pagers. The phonesand pagerswere issued to various employees and board
members and could be used for district business as well as personal use.

Thedistrict hasengaged afirm since January 1990 to provide construction management servicesfor al of itsconstruction
projects. This firm works with the district in the scheduling, planning, and design and construction management of
construction projects. Paymentsto thisfirm during the year ended June 30, 1999 total ed approximately $720,000. Our
officerecommendsthe School Board conduct aformal selection processfor construction management servicesfor
all construction projectsasrequired by district policy and statelaw. Inaddition, all documentation of the process
should be retained.

The school district does not always follow its bidding policies. Thedistrict’s procurement policy requiresthat formal,
written bids be obtained for all purchases which involve an expenditure of more than $5,000. The school district
contractswith atransportation company to provide bustransportation for its students. Thedistrict hasnot solicited bids
for transportation services since 1985. Procedures are not in place to adegquately monitor transportation costs.
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Honorable Mel Carnahan
Governor of Missouri
and
The Board of Education
Francis Howell R-I11 School District
4545 Central School Road
St. Charles, MO 63304

By his authority under Section 26.060, RSMo, Governor Carnahan requested the State
Auditor’s Office perform a review of the Francis Howell R-111 School District in August 1999.
In response to this request, the Missouri State Auditor’ s Office conducted areview of the district.
The objectives of thisreview were to:

1. Review the district’ s financial condition and budgetary process.
2. Perform procedures we deemed necessary to evaluate citizens' concerns.
3. Review certain internal control procedures, legal compliance issues, and

management practices to determine the efficiency and effectiveness of those
procedures and practices.

Our review was made in accordance with applicable generally accepted government
auditing standards and included such procedures as we considered necessary in the
circumstances. The school board had engaged Schowalter & Jabouri, P.C., Certified Public
Accountants (CPASs), to perform an audit of the district for the year ended June 30, 1999. To
minimize any duplication of effort, we reviewed the report and substantiating workpapers of the
CPA firm. We also reviewed board minutes, school district policies, and various school district
financial records.

Our review was limited to the specific matters described above and was based on
selective tests and procedures considered appropriate in the circumstances. Had we performed
additional procedures, other information might have come to our attention which would have
been included in this report.
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The accompanying History and Organi zation and A ppendices are presented for informational
purposes. Thisinformation was obtained from the district and its audited financia reports and was
not subjected to auditing procedures applied during our review.

The accompanying Management Advisory Report presents our findings and
recommendations arising from our review of the Francis Howell R-I11 School District.

(G WSt

Claire McCaskill
State Auditor

December 22, 1999 (fieldwork completion date)
The following auditors participated in the preparation of this report:

Director of Audits: Karen Laves, CPA

Audit Manager: Mark Ruether, CPA
In-Charge Auditor:  Kimberly Spraggs, CPA
Audit Staff: Douglas Brewer

Martin Beck

Arlances Dailey
Monique Williams
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REVIEW OF THE
FRANCIS HOWELL R-lI1 SCHOOL DISTRICT
ST. CHARLES COUNTY, MISSOURI
EXECUTIVE SUMMARY

The Francis Howell R-I1l School District has experienced significant growth during the past
several years. Enrollment has increased from 16,427 students in the 1994-1995 fiscal year to
18,513 students in the 1998-1999 fiscal year. During that five year period, operation costs of the
district increased 58 percent, 82 percent of which represents salary and benefit costs. (See
Appendix A for financial information.)

At the same time the district has seen its fund balances decrease, especially during the most
recently completed fiscal year. The balance in the operating funds decreased from $8.3 million
at June 30, 1994, to $2.0 million at June 30, 1999, and as a result, the district is currently
designated “Financially Stressed” by the Missouri Department of Elementary and Secondary
Education (DESE).

During the 1997-1998 and 1998-1999 fiscal years, the district received and spent approximately
$6.8 million in state aid to which it was not entitled. This amount must be paid back to the state
in future periods. This was caused by errors in reporting the district’s average daily attendance
and by an error in its state aid entitlement formula cal culation.

Public reports of the district’s financial crisis, including the attendance reporting error, surfaced
in July 1999, and during July and August 1999, the State Auditor’s Office received numerous
requests for petition audit information. On August 19, 1999, Governor Carnahan requested the
State Auditor to perform areview of the district.

The district’s financial accounting and budgetary systems have apparently not kept pace with the
growth of the district and are in need of improvement. The district does not have a detailed
accounting procedures manual to provide clear guidance on procedures to be followed.
Budgetary information has not always been appropriately developed, and modifications to such
budgets have not been made timely, decreasing the budget's effectiveness as a management tool.
From July 1997 to August 1999, the school board was not provided monthly financial summaries
and it appears the board was not properly monitoring budgeted and actual revenues and
expenditures. The board needs to address these issues to improve control and increase public
confidence in the overall financial accountability of the district.

The district has not established procedures to ensure all expenditures are for necessary district-
related purposes. Numerous payments for employee travel and other employee reimbursements
were not supported by adequate documentation (i.e. missing invoices and receipts, no
documentation of the travel purpose). The district paid $96,000 in charges on its credit card
accounts without requiring credit card slips to be submitted, and severa of these charges did not
appear to be district-related. The district incurred $55,000 in cellular phone and pager expenses,
and the district did not have adequate controls to ensure cellular phone usage was reasonable and
was only for district purposes.



This audit makes numerous recommendations for improvements in the Francis Howell R-III
School District’s accounting and budgetary systems and for improvements in controls over
district finances and expenditures. The school district could resolve a number of its internal and
external problems by implementing the State Auditor’ s recommendations.

The positive results from implementing these recommendations will include better compliance
with statutory, constitutional, and district requirements; additional guarantees that al public
moneys are being appropriately spent; and greater assurance to the public that district finances
are being properly handled. In addition, it is imperative that the district develop a plan to
improve its financial condition and move off of the “Financially Stressed” list.
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REVIEW OF THE
FRANCISHOWELL R-lll SCHOOL DISTRICT
ST. CHARLES COUNTY, MISSOURI
HISTORY AND ORGANIZATION

The FrancisHowell R-I11 School District islocated in St. Charles County and covers approximately
163 square miles.

Thedistrict operatesthree senior high schools (9-12), an alternative high school, five middle schools
(6-8), nine elementary schools (K-5), and three early childhood family education centers (PK-K).
Enrollment was 18,513 for the 1998-1999 school year. At June 30, 1999, the district employed
2,181 full- and part-time employees, including 77 administrative staff, 1,485 teachers and
instructional support staff, and 619 support staff.

Francis Howell R-111 School District has been classified under the Missouri School Improvement
Program as “ Accredited” by the Missouri Department of Elementary and Secondary Education.

A seven-member Board elected for three-year terms, serves without compensation as the policy-
making body for the district's operations. Members of the Board at June 30, 1999 and their current
terms of office are:

Current Term
Name and Position Expires
Catherine Elsea, President April 2000
Pat Fitzgerald, Vice President April 2001
Sandra Ferguson, Treasurer April 2001
Sally A. Breck, Member (1) April 2002
Ron Howard, Member April 2000
Dr. Donald R. Wescott, Member (1) April 2002
Vacant (2) April 2000

Annuad

Other Principal Officials Compensation
Dr. Lee Brittenham, Superintendent (3) $ 119,636 (4)
Dr. Dan Brown, Central Area Superintendent (5) 92,755
Dr. Sheila Cone, North Area Superintendent 92,755
Dr. Tim Ricker, South Area Superintendent 92,755
Dr. Dan O’ Donnell, Associate Superintendent Human Resources 92,755
John Hutchison, Associate Superintendent Finance (6) 92,755

Q) Elected to the board in April 1999, replacing Dr. James Walter (Vice President) and
Barbra Goeckner (Treasurer).



2 Jeff Carter wasreelected in April 1999 and resigned in June 1999. Dr. James Walter
was appointed in July 1999 to serve until the regular election in April 2000.

3 Placed on medical |eave effective October 1, 1999 with salary and retirement benefits
paid through January 31, 2001, and other benefits paid through June 30, 2000.

4 The Superintendent also received $3,000 toward a tax sheltered annuity.

5) Appointed Superintendent effective September 20, 1999. The position of Central
Area Superintendent is currently vacant.

(6) Resigned on January 6, 2000, and this position is currently vacant.
Assessed valuation and tax rate information for the district are as follows:
1999 1998
Assessed Valuation $1,178,417,048 $ 1,047,971,082
Tax Rate 4.89* 494

* The 1999 tax rate exceeds the approved tax rate ceiling by $.03 per $100 assessed
valuation.
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REVIEW OF THE
FRANCISHOWELL R-lll SCHOOL DISTRICT
ST. CHARLES COUNTY, MISSOURI
MANAGEMENT ADVISORY REPORT

1. Financial Condition

During the last five years, the district has experienced significant growth in the revenues
and expenditures of the operating funds (Genera Fund and Specia Revenue Fund).
Despite the growth in district revenues, the district has spent more than it received during
three out of the last five years, resulting in a decline of the cash balance in the operating
funds asfollows:

Y ear Ended June 30,
1999 1998 1997 1996 1995

Beginning cash balance $ 8,902,032 10,241,377 8,601,164 5,949,648 8,326,072
Revenues 110,330,108 104,588,013 96,007,014 86,005,360 72,807,469
Expenditures (117,270,342) (105,927,358) (94,322,866) (83,337,472) (74,370,595)
Net transfers 0 0 (43,935) (16,372) (813,298)
Ending cash balance $ 1,961,798 8,902,032 10,241,377 8,601,164 5,949,648
Ending Cash Bdanceasa

Percentage of Expenditures 1.67% 8.40% 10.86% 10.32% 8.00%

As shown in the above table, the financial condition of the operating funds has declined
over the past few years. At June 30, 1999, the cash balance of the operating funds was
only approximately $2.0 million, which includes $1.5 million in student activity funds
which are generally not available for district operating expenditures. In addition, the
district owed approximately $6.8 million back to the state. As a result, the district was
designated “Financially Stressed” by the Missouri Department of Elementary and
Secondary Education (DESE). “Financially Stressed” means the district’s balances of its
operating funds are below three percent of the expenditures in its operating funds.
Several issues have contributed to the overall financial decline of the district:

A. The district did a poor job budgeting for the year ended June 30, 1999, as shown
below:
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Y ear Ended June 30, 1999

Variance
Origind Favorable
Budget Actud (Unfavorable)
Beginning balance $ 8,712,474 8,902,032 189,558
Revenues 111,588,150 110,330,108 (1,258,042)
Expenditures 111,571,319 117,270,342 (5,699,023)
Ending baance $ 8,729,305 1,961,798 (6,767,507)

The board was not provided monthly or periodic financia information during this
time period to monitor the financial condition of the district. If better budgeting
and monitoring procedures had been in place, it appears the board could have
been in a position to address the financial decline in a more timely manner. See
Management Advisory Report (MAR) No. 3 for more specific budgeting and
financial reporting concerns.

During the two years ended June 30, 1999, the district received and spent
approximately $6.8 million in basic state aid to which it was not entitled. This
was caused by an error in the reporting of the district’s average daily attendance
datato the DESE and an entitlement calculation error. See MAR No. 2.

Controls over expenditures are lacking or inadequate. Bidding procedures were
not always followed, payments were made without the required purchase orders
or vendor invoices, and some expenditures appeared excessive or unnecessary for
district operations. See MAR Nos. 7 through 12.

In July 1998, the district approved an administrative salary schedule covering the
two years ending June 30, 2000. Administrators were given significant pay
increases and ten additional administrators were hired, resulting in an increase in
administrator salary expense of approximately $899,000 during the year ended
June 30, 1999. For the year ending June 30, 2000, pay increases were provided
through the salary schedule and athough the district reduced the number of
administrators by four, this will result in a net increase in administrator salary
expense of approximately $236,000.

Additionally, the district negotiated salary schedules with teachers and support
staff covering the two years ending June 30, 2000. District administrators
indicate they are unable to make any significant reductions in salary expenses
until after the period covered by the salary schedule.

During the year ended June 30, 1999, the district distributed approximately

$201,000 to district employees as contingency salaries, and increased salaries by
the same amount for the year ending June 30, 2000. Although these payments
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were not required by district policy, the board approved the distribution. See
MAR No. 6.

The district has implemented some budget reductions for the year ending June 30, 2000.
This budget includes projected operating revenues and expenditures of approximately
$113.6 million each. With these projections, the estimated operating funds balance will
continue to be approximately 1.7 percent of expenditures and the district will continue to
be designated “Financially Stressed” for the year ending June 30, 2000.

The district has not developed a long term plan to increase the balance in the operating
funds and move out of the “Financially Stressed” category. On November 4, 1999, the
board approved the development of sequential budgets to increase the balance in the
operating funds to at least three percent of expenditures by the 2002-2003 school year.
These budgets had not been developed at the time of our review.

During June 1999, the district attempted to pass a $.50 operating fund rate increase which
was defeated by voters. The board is at its tax rate l[imit without avote. In fact, as noted
in MAR No. 5, the 1999 tax rate set by the district exceeded the legal limit by $.03 per
$100 in assessed valuation or approximately $354,000 in property taxes. This should be
returned to taxpayers through reductions of future year levies.

It appears that even with an increase in revenues, reducing expenditures will be necessary
to improve the district’s financial problems. Salary and benefit expenditures accounted
for approximately 80 percent of the operating expenditures for the year ended June 30,
1999, and control over these expenditures should be a major concern.

To investigate potential ways to reduce future expenditures, the district recently
performed a comparison of its expenditures to six other local districts of similar size
during the year ended June 30, 1999. Based on this comparison, the district had the
highest or one of the highest per pupil cost in the areas of special education, instruction,
transportation, and executive administration. The district should consider these areas
when making expenditure reductions for future budgets.

While increases in revenues and/or reductions in expenditures appear necessary, the
district’s financial condition can also be improved with more effective management
practices and more effective controls and procedures. Some needed improvements are
discussed in this report.

WE RECOMMEND the School Board carefully review the operations of the district
and develop a plan which will remove the district from the “Financially Stressed”
designation.

AUDITEE'S RESPONSE

A plan was written and delivered to the DESE in December 1999. Additional planning and a
final revision of the plan will be required as the district's budget is developed for the 2000-2001
fiscal year.
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Attendance Reporting and State Funding

School districts receive state aid funding through the DESE. As outlined in Section
163.031, RSMo Cumulative Supp. 1999, state aid is calculated based on numerous
factors including a factor called “eligible pupils’ (EP). EP is defined as the sum of the
average daily attendance (ADA) of the school term plus twice the ADA for summer
school. The average daily attendance is calculated by dividing the total number of hours
attended by students by the actual number of hours school was in session during that
term. At the beginning of each school year, school districts estimate the EP for the
school year, which is used in calculating state aid payments throughout the year. 1n July,
after year end, the actual EP is reported to the DESE and the districts' state aid payments
are adjusted accordingly. The EP is audited annually by the school districts' independent
auditors.

For the 1997-98 school year, the Francis Howell School District originally estimated an
EP of 15,888, and during May 1998, increased this estimate to 16,777. After the school
year ended, the district reported an actua EP in the amount of 16,900, resulting in
adjustments to the 1998-99 payments to reflect thisincrease. During the audit conducted
in September and October 1998, the district’s independent auditors noted a discrepancy
between the EP reported to the DESE and the actual audited EP. The audit noted an
actual EP of 16,427. The district indicated a correction was mailed to the DESE in
October 1998 to reflect the audited EP, but no follow-up was done. The DESE indicated
that it did not receive this correction.

In August 1998, prior to discovering this error, the district estimated an EP of 17,683 for
the 1998-99 school year, based on the EP of 16,900 reported for the 1997-98 school year.
However, even after the district noted the 1997-1998 EP error, it did not re-estimate its
1998-99 EP of 17,683. The actual audited EP for 1998-99 was 16,936.

The DESE sent the district a letter dated April 7, 1999, requiring an explanation for the
473 eligible pupil discrepancy between the 1997-98 reported EP and the audited EP as
noted in the audit report. The district indicated it did not receive this letter. On May 19,
1999, the district was again contacted by the DESE regarding the discrepancy and the
district confirmed it was an error in its original calculations.

For the 1997-98 school year, the district received more state aid than it was due because
the actual EP reported to the DESE was overstated by 473 students. The estimate for the
1998-99 EP was overstated by 747 students, so the district began receiving monthly
payments which were too high. The DESE corrected a significant portion of the 1998-99
error on the district's June 1999 state aid payment.

In February 2000, the DESE completed its final calculation of the 1997-98 EP and
determined that the district owes $3.0 million to the state. In addition, the DESE isin the
process of reviewing the 1998-99 EP, and DESE officials currently estimate the district
will owe approximately $1.5 million to the state. DESE officias have also discovered an
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error in the entitlement calculation for the 1998-99 fiscal year and the district will owe
approximately $2.3 million to the state to correct this error. In total, the district owes
approximately $6.8 million to the state which needs to be repaid in future periods.

Our review noted the following concerns:

A.

The district's attendance system records full-day attendance for kindergarten
students. Because kindergarten students attend only one-half of each day, the
district must divide the recorded attendance hours for kindergarten students in
half before calculating the ADA and reporting it to the DESE. The actual
attendance hours as well as the school calendar hours are reported to the DESE
through a computerized program called “Core Data” The ADA and EP for the
school year are calculated by the Core Data system based on the information
entered by the district.

For the 1997-98 school year, the district failed to divide the kindergarten
attendance hours in half before posting the data to the Core Data system. This
error was a significant cause of the EP overstatement of 473 students noted above.
There was no supervisory review of the Core Data report to ensure accuracy
before submitting it to the DESE.

The district does not have written policies and procedures governing the reporting
of attendance data to the DESE. Written policies and procedures are necessary to
outline district employees responsibilities in the attendance reporting and the
review process. Without following a specific process, the district cannot ensure
all steps are taken to ensure the accuracy of information reported to the DESE.
This concern was a so noted by the district’ s independent auditors.

The district did not take adequate procedures to correct the attendance reporting
errors. As noted above, district officials indicated they sent a correction to the
DESE for the audited EP for the 1997-98 school year; however, the district did
not adequately follow up to ensure the corrections were received by the DESE
and the necessary adjustments to the state aid payments were made. The district
did not take any action to correct the 1998-99 estimated EP when its auditors
discovered the 1997-98 reporting error in October 1998.

As aresult, the district continued to be overpaid by the DESE until the adjustment
was made in June 1999. The district did not adequately estimate the effects of the
1997-98 error and the 1998-99 overestimate of EP and make the necessary budget
adjustments. This situation was a contributing factor in the district becoming
“Financially Stressed” for the year ended June 30, 1999, as noted in MAR No. 1.

The district’s method of computing ADA does not appear to fully comply with
state law. Section 163.011(3), RSMo Cumulative Supp. 1999, defines ADA as
the total number of attendance hours divided by the total number of hours school
was in session. Instead of recording attendance on an hourly basis, the district
records attendance as full-day attended, half-day attended, or full-day absent. The
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district’s computerized attendance system converts this information into hourly
information and computes the ADA.

Personnel from the DESE have expressed concern that the district’s method of
computing ADA does not fully comply with state law, and most school districts
record attendance on an hourly basis rather than a daily or half-daily basis. Since
ADA has a direct effect on calculating EP, the district may not be obtaining the
correct amount of basic state aid. The district should review this situation and
consider recording and tracking attendance on an hourly basis rather than on a
daily basis.

WE RECOMMEND the School Board:

A. Establish written policies and procedures to ensure accurate attendance data is
submitted to the DESE.
B. Ensure any discrepancies noted between the attendance data submitted to the

DESE and reported in the annual audit are corrected in a timely manner. The
effect on state aid revenue should be calculated and necessary budget adjustments
should be made immediately to prevent unnecessary future adjustments and
budget shortfalls.

C. Consider implementing a system which tracks and records student attendance on
an hourly basis.

AUDITEE'S RESPONSE

A&C. The school district began analyzing its processes in late September 1999. The district
will implement hourly attendance gathering for the 2000-2001 school year. Related
policies and procedures will be established no later than June 30, 2000.

B. Within the policies stated above, discrepancies will be submitted to the DESE with the
annual October Core Data report. The Francis Howell School District (FHSD) will
encourage the DESE to make prompt and early reconciliation of the reports. Processes
to accomplish the recommendation are under study. Appropriate changes will be made
as quickly as possible, with full implementation no later than July 2000.

3. Budgets and Financial Reporting

A. Beginning in July 1997, the board did not receive monthly financial reports. The
district’s budgeting policy requires that monthly statements showing receipts,
expenditures, and balances for each fund be prepared and submitted to the board.
Without this information, the school board cannot adequately monitor the
financial condition of the district or make necessary budget amendments. This
concern was also noted by the district’ s independent auditors.
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In September 1999, the Finance Office began submitting monthly summary
reports of operating fund transactions and balances for board review. The reports
summarize the percent of budgeted revenues received and expenditures incurred
to date by major revenue and expenditure categories. In light of the district’s
current financial situation, timely review and monitoring of the budget to actual
information is imperative.

During the three years ended June 30, 1999, the district overspent final budgeted
expendituresin various funds as illustrated below:

Variance
Budgeted Actual Favorable
Fund Expenditures  Expenditures  (Unfavorable)
Y ear Ended June 30, 1999
General Fund $ 48,740,030 49,694,992 (954,962)
Special Revenue Fund 65,754,861 67,575,350 (1,820,489)
Capital Projects Fund 21,222,841 26,259,422 (5,036,581)
Y ear Ended June 30, 1998
Special Revenue Fund 61,826,204 61,967,208 (141,004)
Debt Service Fund 7,580,245 7,903,974 (323,729)
Capital Projects Fund 29,625,564 33,390,117 (3,764,553)
Y ear Ended June 30, 1997
Genera Fund 37,721,957 38,552,251 (830,294)
Special Revenue Fund 55,760,720 55,770,615 (9,895)

The board approved budget amendments throughout each fiscal year which are
reflected in budgeted amounts in the schedule above. But, expenditures till
exceeded the revised budget amounts. These concerns were also noted by the
district’ s independent auditors.

The budget process provides a means to allocate financial resources in advance.
Failure to adhere to the expenditure limits imposed by the budgets weakens the
effectiveness of this process. Section 67.040, RSMo 1994, alows for budget
amendments, but only after the governing body officially adopts a resolution
setting forth the facts and reasons. Section 67.080, RSMo 1994, provides that no
expenditure of public monies shall be made unlessit is authorized in the budget.

In addition, the budget document was not presented to and approved by the school
board in a timely manner. The budget for the year beginning July 1, 1999, was
presented to and approved by the board in August 1999; and the budget for the
year beginning July 1, 1998, was presented to and approved by the board in July
1998. The district’s budgeting policy requires that the original proposed budget be
submitted to the board in March and the final budget document be approved prior
to the beginning of the fiscal year.
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The budget is an important document for a school district. It provides a definite
financial policy for the operations of the district and must be prepared carefully
and thoroughly to encompass the broad spectrum of events and activities which
occur during a fiscal year. Further, a complete and well-planned budget, in
addition to meeting statutory requirements, can serve as a useful management tool
by establishing costs expectations for each area and provide a means to effectively
monitor actual costs. By properly monitoring the budget, the district can compare
revenue and expenditure projections to actual results and make appropriate
changes as needed.

The district periodically makes adjustments to the actua revenues and
expenditures recorded on the district’s computerized general ledger. Our review
of adjusting journal entries for the year ended June 30, 1999, noted insufficient
documentation or no documentation supporting many of the adjustments.

Five adjusting journal entries totaling approximately $721,000 lacked adequate
supporting documentation. For three of these entries, the district retained no
documentation supporting the adjustments. For two of these entries, adjusting
journal forms or memos were retained; however, explanations or supporting
calculations were not documented on the adjusting journal forms or memos. All
adjusting journal entries should be supported by appropriate documentation to
ensure such entries are appropriate and have been properly approved.

WE RECOMM END the School Board:

A.

Continue to ensure monthly financial reports are submitted and reviewed by the
school board as required by district policy.

Ensure expenditures for individual funds do not exceed the amounts approved in
the budget, unless proper and timely amendments are made prior to incurring the
expenditures. In addition, the board should adopt annua budgets prior to the
beginning of the fiscal year and ensure the origina proposed budget is submitted
to the school board by March of each year as required by district policy.

Ensure adequate supporting documentation is maintained for all adjusting journal
entries.

AUDITEE'S RESPONSE

A

Monthly financial reports have been reinstituted. We are fully committed to continuing
this practice.

The district administration will present, to the Board of Education, a preliminary budget
for fiscal year 2000-2001.
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C. Appropriate documentation is now being collected and retained for all adjusting journal
entries.

4, Board of Education Policy and Accounting Procedures M anuals

A. In August 1998, the school board approved an agreement with the Missouri
Consultants for Education (MCE) to develop new board policy, regulations, and
forms manuals for a total cost to the district of $16,500. The draft manuals were
provided to the district in January 1999; however, as of December 1999, the
school board had not approved these manuals.

At the time of our review, the district was following the official Board of
Education Policies and Regulations Manua developed by the Missouri School
Board Association (MSBA) which was adopted in March 1990. Many of the
policies within this manua were incomplete or outdated due to changes in state
law. As noted throughout the MAR, there were no policies covering some
situations.

B. The district does not have a policy prohibiting the acceptance of gifts and
gratuities from district vendors. Such a policy is included in the MCE manua
described in Part A which has not yet been adopted by the board.

During 1998 and 1999, district employees and board members received personal
benefits from the district's construction management firm totaling $1,272. This
included golf tournament registration fees and a dinner for board members.
During these years, the district conducted two selection processes for construction
management services in which this firm was selected on both occasions. The
acceptance of gifts from this firm could give an appearance of a conflict of
interest or lack of independence of board members and district administrators.

The district's student transportation vendor paid $1,013 for lodging for the Board
President and former Finance Director to attend a customer forum conference in
Miami, Florida. The conference was held on a Friday, and the lodging included
attendance at a Professional Golfers Association (PGA) tournament sponsored by
the vendor.

An appearance of a conflict of interest could harm public confidence in the board
and reduce the board's effectiveness. A policy prohibiting these types of
situations should be devel oped.

C. The district has not prepared a detailed accounting procedures manual to outline
the policies and procedures to be followed in handling and recording financia
transactions and records. As a result, school district personnel do not always
know where to obtain needed information and who is responsible for various
duties.
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To standardize procedures and clearly assign duties, the district should adopt a
detailed accounting procedures manua which would include at a minimum the
following:

1) A list of al funds, the purpose, and the financial statement classification;

2) A summary of al accounting and reporting policies which should address
applications of accounting principles and budgetary procedures;

3) An adequate account description for the chart of accounts; and

4) An appropriate description of all accounting procedures and routines
including standard journal entries, samples of forms and reports to be
generated, processing procedures and approval requirements.

This concern was aso noted by the district’ s independent auditors.

WE RECOMMEND the School Board review the current policies and the manuals
prepared by the MCE and adopt a complete set of policies and procedures governing the
activities of the district. In addition, the board should develop a written accounting
procedures manual outlining detailed procedures to be followed in handling and
recording transactions.

AUDITEE'S RESPONSE

These activities are under way. An accounting procedures manual is in the process of
development and will be completed by June 30, 2000.

5.

1999 Property Tax Rate

As noted in the “Review of 1999 Property Tax Rates’ issued by the Missouri State
Auditor on December 29, 1999, the 1999 property tax rate levied by the district for
operating funds exceeded the tax rate ceiling by three cents per $100 in assessed
valuation. The district levied a property tax rate of $3.95 for operating funds, athough
the tax rate ceiling certified by the State Auditor was only $3.92. Based on the 1999
assessed valuation of $1,178,417,048, the district will receive approximately $354,000
more than legally permissible.

In August 1999, the school district reported the $3.95 operating levy to the State
Auditor's Office and the St. Charles County Clerk. In aletter dated September 15, 1999,
the State Auditor's Office notified the County Clerk of the 1999 tax rate ceiling, and a
copy of the letter was mailed to the district. The district failed to contact the County
Clerk to lower the tax rate to the ceiling amount certified by the State Auditor. The
former Finance Director indicated he was not aware of his responsibility to contact the
County Clerk with the change.
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Tax rate ceilings are determined based on the requirements of Section 137.073, RSMo,
and Article X, Section 22 of the Missouri Constitution (the Hancock Amendment).
School districts should ensure property tax rates levied do not exceed the tax rate ceilings
established by state law.

WE RECOMMEND the School Board not levy amounts in excess of the ceiling and
reduce future levies to reflect this overcharge.

AUDITEE'S RESPONSE

The district will voluntarily correct the $.03 error on the 1999-2000 tax rate ceiling. The board
voted on February 3, 2000, to roll back the 2000-2001 property tax levy by $.03 to repay the
"over collection” in 1999-2000.

6. Per sonnel Poalicies and Procedures

A. On July 16, 1998, the school board approved contingency language for the teacher
and administrative salary schedules covering the two years ending June 30, 2000.
According to the agreements, teachers and administrators would receive salary
increases contingent upon the levels of property tax collections and student
attendance.

The district distributed $201,022 in local tax collections to teachers and
administrators as a one-time payment for the year ended June 30, 1999, and this
same amount ($201,022) was added to teacher and administrator salaries for the
year ending June 30, 2000. Although these payments would not have been
required by the terms of the original contingency agreement, the board approved a
change to the language, causing the distributions.

The original contingency language indicated the salary schedules shall be adjusted
based on the formula which included the amount of current year’'s property tax
collections received through March 1999. Because the amount received through
March 1999 did not trigger any contingency payments, the board approved a
change to base the contingency calculations on the tax collections received
through April 1999.

Because of the declining financial condition during the year ended June 30, 1999,
the decision by the school board in April 1999 to incur additional expenses of
approximately $402,000 appears questionable.

B. Digtrict sick leave policies for certificated staff (including teachers) and support
staff allow for unlimited sick leave to the extent the amount spent to employ
substitutes does not exceed the amount budgeted. The budget is to be established
by allowing eight days of substitute pay per employee. The policies require that
substitute costs in excess of the budget be deducted from the last salary check of
the employees absent during the year. For certificated staff, the budget must be
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exceeded by two percent before the deduction is required, and the deduction is
based on the number of sick leave absence days in excess of three for each
employee. For support staff, the deduction is to be made for all sick leave
absence days when the budget is exceeded.

According to district records, the district spent approximately $1,090,000 in the
year ended June 30, 1999 for substitutes replacing employees during sick leave
absence. Our review of this situation noted the following concerns:

1) The district has not established procedures to adequately track sick leave
costs to ensure compliance with policy requirements. According to
district records, the budgeted expenditures for sick leave substitutes were
exceeded by more than two percent, and $63,204 should have been
deducted from applicable certificated staff's salaries and $9,362 should
have been deducted from applicable support staff’s salaries for the year
ended June 30, 1999. However, district officials indicated that due to
inaccurate tracking and posting of substitute salaries, sick leave costs are
not accurate and no salary deductions should be made. The district has not
reviewed the substitute salary costs to determine the actual sick leave costs
and to determine whether any deductions are required.

2) The amount budgeted for support staff sick leave is not calculated in the
manner described in the board policy. Rather than budgeting substitute
salaries for eight days per support staff employee, the district simply
increases the prior year budget by an estimated amount. The district could
not provide the amount which should have been budgeted in accordance
with the board policy.

Procedures to adequately budget, record, and track sick leave costs should be
established so that the district can comply with its policy. Enforcement of the
policy may help reduce the number of sick leave days utilized by employees, and
reduce the costs incurred by the district

During the year ended June 30, 1999, the district paid employees approximately
$390,000 in stipend payments for attending training and meetings outside of their
contract or work day. The district does not have a policy governing stipend
payments made to district employees.

Supporting documentation for stipend payments was often insufficient or did not
agree to amounts paid. For example, stipends totaling $415 were paid to eight
teachers and six paraprofessionals in which most individuals were paid for a half
day, although the workshop was held for only 1.5 hours. District officials indicate
there are no review or monitoring procedures to ensure stipend payments are only
made for training or meetings attended outside normal work days.

A policy should be established documenting when stipends can be paid and the
rates to be paid, and adequate records should be maintained supporting all stipend
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payments. In addition, procedures should be established to ensure stipend
payments are only made for meetings and training attended outside normal work

days.

D. The school board provided the former Superintendent with a $42,000 cash
advance upon signing a 31 month contract which began February 1, 1996. Under
the terms of the contract, the former Superintendent would pay back the advance
through payroll deductions of $7,000 per year over a six year period. Semi-
monthly payroll deductions of $292 began in July 1996.

The district entered into a separation and release agreement with the former
Superintendent on September 17, 1999. According to the agreement, the former
Superintendent will receive his contractual salary through January 31, 2001 and
the advance shall be paid in full no later than April 1, 2001. Although the
payback period of the advance was reduced by 15 months, the separation
agreement did not require an increase in the payroll withholdings to payback the
cash advance.

The board should consider increasing the payroll deductions to ensure the
advance is paid back in the time period noted in the separation agreement. In the
future, the board should refrain from entering into such agreements.

WE RECOMM END the School Board:

A. Make payments only as required by the contingency salary payment agreements.
Such agreements should be reviewed and the board should consider discontinuing
such agreements in the future.

B. Establish adequate procedures to budget, record, and track sick leave costs. The
district should recalculate fiscal year 1999 sick leave expenses and, when sick
leave budgets are exceeded, deductions from employee salaries should be made as
required by leave policies.

C. Establish a formal written policy regarding stipend payments and ensure adequate
documentation is maintained supporting the payments. In addition, review
procedures should be implemented to ensure stipend payments are made for only
training and meetings attended outside normal work days.

D. Review the cash advance to the former Superintendent and consider entering into
negotiations to increase the payroll deductions to ensure the advance is paid back
in the time period specified in the separation agreement. In the future, the board
should refrain from providing long-term cash advances to employees.

AUDITEE'S RESPONSE

A The district administration strongly urges the discontinuance of contingency language in
employee negotiations, which are currently in progress.
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The district currently takes great effort in tracking and recording employee absences.
Didtrict policies will be followed in regard to sick leave and the tracking of sick leave
costs for the 1999-2000 school year.

A comprehensive policy will be developed regarding stipend payments and their tracking
by June 30, 2000. Adequate documentation will be established within that policy. (Note:
Our year-round elementary schedule may have contributed to the impression that
teachers who were " off-cycle" were being paid stipends while working)

The district administration recommends discussion with the Board of Education and
district legal counsel in this matter. The district administration recommends the
discontinuance of this practice in the future.

Expenditures

A. The district has adopted a formal policy for payment procedures that requires an
itemized invoice and a receiving document containing the signature of an
authorized employee on file before a payment can be processed. The invoice
must have been issued in response to a purchase order approved by the
Superintendent or appropriate supervisor.

1 Some payments were processed without an original invoice or other
adequate supporting documentation.

2) Several payments were processed without a properly approved purchase
order.

3) Severa invoices did not contain an indication of approval by the
appropriate supervisor.

4) Severa invoices were not cancelled to prevent duplicate payment. District
procedures require each invoice to be stamped as “paid” to ensure the
invoice cannot be paid again.

To ensure the obligation was actualy incurred and properly approved, all
expenditures should be supported by properly approved purchase orders and
original invoices and supporting documentation. Invoices should be cancelled to
prevent duplicate payment.

B. The district’s employee expense reimbursement policy requires an approved
voucher and supporting receipts prior to payment. Our review of payments to
employees and board members for expense and travel reimbursements noted the
following concerns:
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1)

2)

3)

4)

During the year ended June 30, 1999, district travel expenses, including
numerous trips to out-of-state and in-state conferences and meetings, were
at least $176,770.

Reimbursements made to employees for travel expenses were not always
supported by adequate documentation of actual expenses incurred. Some
reimbursements were not supported by an expense report. Many
employee expense reports did not contain sufficient information such as
the date of trip, trip origin, destination, and purpose. Some invoices for
hotels, meals, and other expenses reimbursed by the district could not be
located. For example, during March 1999, the Board President was
reimbursed $168 for travel expenses to a conference in Miami, Florida.
The claim was not supported by an expense report or invoices. Another
example is the rental of a minivan in the amount of $790 used by several
teachers during a gifted education conference at the University of
Connecticut in July 1999. One of the teachers claimed he paid for the
rental on his credit card and was reimbursed by the district without
providing a copy of the paid credit card statement.

Without a detailed travel expense report including documentation
supporting the expenses claimed, the district cannot determine the
propriety of payments made for travel expenses.

Expense reimbursements are not always submitted on a timely basis. For
example, one expense report totaling $1,664 covered a period of 10
months. The district's policy requires expense reports to be submitted
monthly.

Some reimbursements for lodging and mileage appear excessive based on
documentation provided. For mileage, an individual claimed two round
trips from the district to Columbia, Missouri, totaling 560 miles, while the
actual mileage is approximately 400 miles (200 miles per round trip). For
lodging, the district paid $184 per night in Phoenix, Arizona, and $210 per
night in New Orleans, Louisiana, while federal per diem maximums are
$106 and $88 per night, respectively.

To ensure public funds are spent wisely, travel expenses paid by the
district should be necessary, reasonable, and adequately documented. The
district should consider adopting maximum limits on lodging and meal
expenses.

Employees and board members are reimbursed by the school district for
purchases of materials, supplies, and other items. There is often no
approved purchase order or expense clam form, or any other type of
documentation supporting the expense claim such as an invoice or a copy
of the credit card dip. The purpose of the purchase is often not
documented. For example, in November 1998, the Board President was
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reimbursed $400 for supplies for a negotiation party held at her house.
Payment was made 